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Summary 

Congress has seen a renewed interest in the market for private health insurance since the passage 
of the Patient Protection and Affordable Care Act (ACA; PL. 1 11-148, as amended). This report 
provides an overview of private-sector (as opposed to government-provided) health insurance. It 
serves as an introduction to health insurance from the point of view of many consumers under the 
age of 65. No background in health insurance is assumed, and all terms are defined in the body of 
the report. 

A consumer may find the purchase of health care inherently different from some other purchases. 
Health care can be expensive, and many relevant details concerning future health care may not be 
known when the consumer is choosing an insurance plan, including when over the course of a 
year (if at all) health care will be purchased, which services will be needed, and the costs of those 
services. These characteristics of purchasing health care decrease the consumer’s ability to plan 
financially and increase the consumer’s exposure to financial risk. The purchase of health 
insurance reduces the risks and unpredictability inherent in paying for health services. 

An employed consumer may obtain health insurance from his or her employer if health insurance 
is offered by the employer (known as employer-sponsored insurance, or ESI) as a fringe benefit. 
All consumers may purchase health insurance directly (perhaps through an insurance agent or 
broker) from private insurance firms. In addition, all consumers may obtain health insurance 
through insurance exchanges, or marketplaces. Exchanges facilitate transactions between buyers 
and sellers of insurance but are not insurers. 

Health insurance plans can differ across many dimensions, including coverage, costs, flexibility 
in choosing providers, special features, and generosity. Two specific health insurance plan types 
that may be of interest to Congress are consumer-directed health care (CDHC) and value-based 
insurance design (VB1D). Both these plan types have the potential to lower aggregate health care 
(however measured) by providing incentives for consumers to seek less care, or less expensive 
care. 

Which particular health insurance plan a consumer chooses depends on a number of factors, 
including the expected health of those covered by the plan, the price of the plan and of the 
medical services it provides, the consumer’s income, and the prices of the other goods and 
services the consumer wishes to purchase. In addition, because some health insurance plans are 
tied to employment, the consumer’s status as an employee also influences (and is influenced by) 
his or her choice of health insurance. 



Congressional Research Service 



An Introduction to Health Insurance: What Should a Consumer Know? 



Contents 

Introduction 1 

What Is Health Insurance? 1 

The Challenges of Purchasing Health Care 1 

Health Insurance Can Help Consumers Manage Risk 2 

How Can a Consumer Purchase Health Insurance? 3 

From an Employer or Other Group 3 

Not from a Group 4 

How Do Health Insurance Plans Differ? 4 

By Coverage 4 

By Costs 5 

By Networks and Flexibility in Choosing Providers 8 

By Special Features 9 

By Actuarial Value 10 

Which Health Insurance Plan Might Be Best for a Particular Consumer? 11 

Health Issues 11 

Employment Issues 12 

Tables 

Table 1. Comparison of Select Cost-Related Concepts, by Health Insurance Plan Type, 

2015 7 

Contacts 

Author Contact Information 12 

Acknowledgments 12 



Congressional Research Service 



An Introduction to Health Insurance: What Should a Consumer Know? 



Introduction 

Congress has seen a renewed interest in questions related to the market for private health 
insurance since the passage of the Patient Protection and Affordable Care Act (ACA; PL. 111- 
148, as amended). Recent health insurance marketplace changes include a different way to 
purchase health insurance (exchanges) and a new system of categorizing the generosity of plans’ 
health coverage based on the names of various metals (e.g., bronze and silver). 1 Some consumers 
may face different choices of health insurance plans than in the past. Not all consumers are 
comfortable with the various concepts governing which health insurance plan might be best for 
them. 

This report provides an overview of private-sector (as opposed to government-provided) health 
insurance. It serves as an introduction to health insurance from the point of view of consumers 
under the age of 65 who purchase a health insurance plan. 2 No background in health insurance is 
assumed, and all terms are defined. The report therefore can be viewed as an introduction to the 
more comprehensive discussion of health insurance found in the Congressional Research Service 
(CRS) health insurance primer. 3 



What Is Health Insurance? 

This section of the report covers the differences between a consumer’s purchase of health care 
and his or her purchase of other goods and services. For example, budgeting for health care 
expenses may be more difficult than budgeting for other services. The purchase of health 
insurance reduces the risks and unpredictability inherent in a consumer’s health care expenses. 
The consumer pays for a health insurance policy and then is subsequently (partly) reimbursed for 
his or her future expenditures on health care. 4 



The Challenges of Purchasing Health Care 

A consumer may find the purchase of health care different from some other purchases. For 
example, a consumer buying a gallon of milk each week often knows in advance what kind of 
milk he or she wants and the approximate price of each variety of milk. In addition, expenditures 
on milk are rarely an especially high proportion of the consumer’s monthly spending. 



1 The precious metal designation corresponds to minimum actuarial value, which is discussed later in this report (see 
"By Actuarial Value”). In addition, more information is available in CRS Report R43854, Overview of Private Health 
Insurance Provisions in the Patient Protection and Affordable Care Act (ACA), by Annie L. Mach and Namrata K. 
Uberoi. 

2 The purchased plan may or may not cover additional members of the insured’s family. Those who are at least aged 65 
(and some disabled individuals) are eligible for the federal entitlement program Medicare. 

3 See CRS Report RL32237, Health Insurance: A Primer, by Bernadette Fernandez and Namrata K. Uberoi. 

4 This report deals only with private health insurance. Therefore, it does not cover public-sector programs such as 
Medicare, Medicaid, the State Children’s Health Insurance Program (CHIP), and military health insurance. It also does 
not cover specialty insurance plans, such as those that cover vision, dental, or a specific disease (i.e., cancer). 
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The consumer’s decision to purchase health care, however, is more complicated. Health care can 
be expensive, especially for major illnesses or injuries. In addition, the consumer may not know 
in advance when (if at all) over the course of a year he or she will purchase the health services, 
what services he or she will need, and how much the services will cost. Each of these 
characteristics of health care decreases the consumer’s ability to plan financially and increases the 
exposure to financial risk. 

Few other goods and services have these characteristics. When a consumer thinks about other 
large expenditures, four years of college might come to mind. However, the potential students and 
their parents know when college expenses will become due well in advance of the due date. It is 
much easier to predict that Junior will need $20,000 in August 2015 to pay freshman tuition than 
that Junior will need $5,000 to pay for health care after he breaks his leg skiing over winter break. 

Health care also may differ from other types of unpredictable expenditures. If a consumer were 
unexpectedly invited to a black-tie event, she may decide to purchase a gown. Even though this 
purchase was unpredictable, the cost of the gown often is a much smaller percentage of her 
monthly income than the cost of most medical treatments. Finally, consumers are likely to know 
what types of gowns (and milk) they prefer. They may be less clear whether they need a cast or a 
splint to repair their injured ankle. Consumers therefore are more likely to rely on their doctors’ 
opinions when using health care than on their grocery clerks’ opinions when buying milk. All 
these features increase the financial riskiness and unpredictability associated with using health 
care. 



Health Insurance Can Help Consumers Manage Risk 

The purchase of health insurance reduces the risks and unpredictability inherent in a consumer’s 
cost of health care. Typically, a consumer selects a particular health insurance plan just before the 
start of the health insurance plan year and then pays a monthly premium to the health insurer. 5 In 
return, if the consumer receives health care over the course of the year, the health insurer may pay 
some (or all) of the costs, depending on the details of the plan. For example, if the consumer does 
use health care, he or she often has to pay something out of his or her own pocket. The level of 
out-of-pocket (OOP) expenses varies across health insurance plans. Although health insurance 
may never make health care free of charge for the consumer, it often results in lower OOP 
expenses, especially when evaluated over the entire term of the plan. 6 

Not all holders of health insurance end up using health care over the year. However, when 
considered over a multiyear period, health insurance may help a consumer manage the risk 
associated with a large potential financial loss from health care costs. 7 



5 Insurers are also sometimes referred to as insurance firms and insurance carriers. A premium is the price of a health 
insurance plan. 

6 The term (length) of many health insurance policies is one year. 

7 Insurers also manage risk when providing health coverage to consumers to assure that their businesses are profitable. 
One type of risk management involves having a mix of consumers with different health statuses enrolled in each 
insurance product. The healthier consumers will be lower-cost enrollees, and the less-healthy consumers will be higher- 
cost enrollees. Were it permitted by federal and state law, an insurer would prefer to cover only the healthy. 
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